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Abstract
Title of Research Paper:

Financial Feasibility Analysis of Ship
Sale-leaseback Base on Excel Model

Degree:

MSC

Along with the recovery of the global shipping economy and the rapid development of
the shipping industry in China, the traditional financing paradigm has not satisfied the
requirements of shipping industry with fast evolution. Since early the 1950s, the
developed countries have been applying the ship sale-leaseback financial leasing form
to acquiring ships. Although ship sale-leaseback financial leasing started late in China,
the recent developments demonstrates this form has been capturing increasing
concerns in our country. It is foreseeable that the status of China’s ship sale-leaseback
financial leasing will be further improved with the revival of the shipping market and
the support from China government and the other agencies. The market need more
complete financing way which can satisfy every market participate.
In this thesis, we conduct the research on the financial decision of the ship
sale-leaseback financial leasing using a research approach combing the normative
method and case analysis. Initially, we summarize the theories and methods regarding
the ship sale-leaseback financial leasing and its corresponding financial decision.
Afterwards, the comparison of the current status between domestic and foreign ship
sale-leaseback financial leasing is made, which indicates a systemic financial decision
approach for the ship sale-leaseback financial leasing is needed in China to show the
shipping enterprises the advantages of the ship sale-leaseback financial leasing, and to
provide concrete steps to help them make effective financial decision. To address this
issue, we present an Excel-based approach for the evaluation of the ship
sale-leaseback financial leasing scheme, which enables shipping enterprises to
measure the relevant financial indicators with respect to their own financial conditions
and requirements. Finally, conclusions and future work are drawn in the last chapter.
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Chapter 1 Introduction
1.1 Background
with the continues development of shipping financing market, shipping financial
leasing which is promoted actively by shipping financial companies is considered as
bright future in relying on unique advantages. Therefore, the research on the risks of
shipping financial leasing for private companies is necessary and meaningful.
Meanwhile, the study in shipping financial leasing also remains stuck in shipping
financial contracts and quality analysis.
For promote the shipping industry, analyzing the advantages of financial leasing
compared to bank loan, infer that shipping financial leasing has a significant meaning
for shipping industry’ industrial restricting. private shipping companies as the main
customers of shipping financial enterprises, enlarge the risks due to their credit
problem and poor abilities to resist risks. However, in a long term, Chinese shipping
industry has been facing financial difficulties, which has seriously hampered the
quick development of Chinese shipping industry.
It is helpful to draw the risk management methods from other academic field for
further development of shipping financial leasing business, which will significantly
promote the overall development of the industry.
The reform is as follows: to accelerate the introduction of mature introduction
approach, improve legal system and fair environment for competition and for the
road in diversification for finance. Ship building enterprises should launch joint stock
reform to improve their competitiveness. The state should shift from supporting
export-oriented trade policy to supporting industrial policy. Financial institutions
should strengthen cooperation with shipping building research institutions to improve
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the project evaluation system for ship building industry.

1.2 Objective of Study
This thesis seeks to introduce indicator of financial feasibility analysis of
sale-leaseback. This model is the lack in Chinese shipping company. Due to shipping
company is lack of professional to do the financial analysis, this thesis recommend
three methods to calculate sale-leaseback indicator. Author hope these models could
help shipping company to do financial decision making.
This paper will introduce three excel-based models to do financial feasibility analysis.
The first model is focus at the relationship of interest and principal. Second model is
focus at NPV; third model is focus at IRR.

1.3 Methodology
This thesis introduced three main methods to do the ship sale-leaseback. They focus
at three different indicators. There is less model could reference. The first model is
focus at the relationship of interest and principal. Second model is focus at NPV;
third model is focus at IRR. First model focus at the data fact of the ratio of total
interest paid against total principal which be the basement to calculate interest in
every phase. This model come from author’s intern investigate from several shipping
company. Second and third model is focus at two important financial indicators, NPV
and IRR. Author reference the model of evaluate financial leasing, according to the
feature of ship sale-leaseback, create two model to do financial feasibility analysis.

1.4 Outline of the Thesis
Firstly, author introduces the concept, history and trait of sale-leaseback. Secondly,
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discuss some other financing methods both foreign and domestic. The main part of
this essay introduces three models to do financial feasibility analysis and use a case
study to make an example of how to use these models. Lastly, draw a conclusion of
the evaluation, problem and application of future prospect.

3

Chapter 2 Literature Review
2.1 Introduction
A Sale-Leaseback is a lease that is primarily a method of raising finance to pay for
assets, rather than a genuine rental. The latter is an operating lease. The key difference
between the Sale-Leaseback and the operating lease is whether the lessor (the legal
owner who rents out the assets) or lessee (who uses the asset) takes on the risks of
ownership of the leased assets. The classification of a lease (as an operating or
Sale-Leaseback) also affects how it is reported in the accounts.( Barris, R. (2002),
“Sale-leasebacks move to the forefront: what is motivating buyers and sellersand what
are their preferred methods?”, Briefings in Real Estate Finance, Vol. 2 No. 2,pp.
103-12.).
China, like many other countries, has tax rules that attempt to control the use of
Sale-Leasebacks to reduce tax (reduced compared to what would have been paid if an
asset had been financed in a different way).From an accounting point of view the
classification of leases as Sale-Leasebacks is very important. With a Sale-Leaseback
assets must be shown on the balance sheet of the lessee, with the amounts due on the
lease also shown on the balance sheet as liabilities. This is intended to prevent the use
of lease finance to keep the lease liabilities off-balance sheet.( Devaney,

S. and

Lizieri, C. (2004), “Sale and leaseback, asset outsourcing and capital markets
impacts”, Journal of Corporate Real Estate, Vol. 6 No. 2, pp. 118-32.)
The key criterions are:1. if "substantially all the risks and rewards" of ownership are
transferred to the lessee then it is a Sale-Leaseback; and 2. if it is not a
Sale-Leaseback then it is an operating lease.
The transfer of risk to the lessee may be shown by lease terms such as an option for
the lessee to buy the asset at a low price (typically the residual value). at the end of the
lease. The nature of the asset (whether it is likely to be used by anyone other than the
lessee), the length of the lease term (whether it covers most of the useful life of the
4

asset), and the present value of lease payments (whether they cover the cost of the
asset) may also be factors.( Adams, A. and Clarke, R. (1996)‘Stock Market Reactions
to Sale and Leaseback Announcements in china’,Journal of Real Estate Research, Vol.
13,pp. 31–46.)
The classification of large transactions, such as sale and leasebacks of property, may
have a significant effect on the accounts and on measures of financial stability such as
gearing. However, it is worth remembering that an improvement in financial gearing
may be offset by a worsening of operational gearing and vice-versa.
Many companies find it beneficial to use their IT technology, but not to own it. But
what about equipment you already own? You can convert that equipment into a lease
with a sale-leaseback.
When you choose to do a sale-leaseback, we purchase your existing owned IT assets
and then lease them to you for an agreed upon term. With a sale-leaseback, you enjoy
a cash infusion from the sale, plus maintain the ability to use your equipment—but
none of the risks of owning it. (Adams, A.T. and Clarke, R. (1996), “Stock market
reaction to sale and leaseback announcements in china”, Journal of Property Research,
Vol. 13, pp. 31-46.)
The benefits of Sale-Leaseback are shown as follows:
1 Immediate cash infusion.
With a sale-leaseback, you enjoy an immediate cash infusion from the sale of your
equipment to us.
2 Accelerate your migration plan.
Because your equipment is leased for an agreed upon term, you can accelerate your
migration plan to newer technology in the near future.
3 Freedom from technology obsolescence.
Simply return the equipment to us at the end of the term
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4 Access to your equipment.
While the ownership of the equipment is transferred to us, you still use it as you did
before, so there is no downtime or interruption to your business.
5 Obtain different accounting treatment.
Because you no longer own the equipment, you may be able to take advantage of
different accounting treatment. This may improve return-on-assets and other financial
metrics.
6 Not responsible for disposal.
When you leasing your equipment, you're no longer responsible for disposing of it
when you don't need it anymore. When we manage retirement of customers' IT
equipment, we do it in a way that safeguards your proprietary information, complies
with environmental laws and regulations, and even provides a financial return on
remarketable equipment
(Myron et al., 1990 B.S. Myron, E.S. Marie, A.P. John Corporate Sale and Leasebacks
and Shareholder Wealth Journal of Finance, 1 (1990), pp. 289–299)

2.2 Classification of Ship Sale-leaseback Financial Leasing
2.2.1 Sale-leaseback Financial Leasing and Operating Leasing
The lease of enterprise assets can be classified into two categories with respect to
“Enterprise Accounting Standard”: the financial lease and the operating lease. The
former one refers to the lease which is treated for the financing purpose, and will
ultimately obtain the ownership of the leased assets. The later one is the lease
characterized by the short-term use right of the leased assets, e.g. facilities and
equipments. Accordingly, the sale-leaseback financial leasing can also be divided into
two types: sale-leaseback financial leasing and sale-leaseback operating lease.
(Kilbinger and Sara Seddon, 2006 Kilbinger, Sara Seddon Sale and Leaseback Gain
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Favor The Wall Street Journal (2006))


Sale-leaseback financial leasing

In this form, the lessee signs a sale-leaseback

contract with the leasing company, and sells his assets to the company at a
reasonable prince after their negotiation. The lessee has the choice right to buy the
leased assets. The ownership of leased assets belongs to the leasing company
during the leasing period. The leasing period occupies the majority of the assets’
service life. Note that, “majority” here refers to more than 75% of the leasing
assets’ service life. The original fixed assets of the lessee are changed to the
financial leased assets. The lessee obtains the loan from the leasing company, and
pay lease payments through rentals. When the lessee is terminated, the company
provides the ownership transfer certification of the leased assets, and the lessee
recovers the ownership of the assets.


Sale-leaseback operating leasing

In this form, the lessee signs a

sale-leaseback contract with the leasing company, and sells his assets to the
company at a reasonable prince after their negotiation. The ownership of the
leasing assets belongs to the leasing company. The lease is treated as an
investment and is required to be off the balance sheet financing for the lessee.
When the contract is finished, the leasing company shall bear the potential risk
from the residual vale of the leasing assets during the recovery and disposition of
the leased assets. The lessee can choose to repurchase the leased assets with
respect to its residual vale, or at a negotiated price.
2.2.2 Domestic Subject and Foreign Subject Sale-leaseback Leasing
Domestic subject sale-leaseback financial leasing refers to the leasing using the
Chinese ship as the financing subject. The shipping company (i.e. the lessee) sells the
ship to the domestic leasing company. The leasing company purchases the ship, and
becomes its new owner by changing the relevant certifications such as the ship’s
ownership,etc.,

and then leaseback it to the lessee in the form of bareboat. The

financing is settled on RMB. The procedure of such financing is relatively simple.
7

Besides, its cost is comparatively low.
By contrary, foreign subject sale-leaseback financing refers to the financing in which
the shipping company uses the non-Chinese (e.g., Hongkong, Singapore) ship as the
financing subject. The lessor establishes a Single Shipping Company (SPC) outside
China, which is independent to the lessor and the lessee. The SPC pays for the ship,
obtains its ownership, and then lease it to the shipping company in the form of
bareboat. Note that, the SPC is non-profit. The collected rents and the residual vale of
the ship are used to repay the loan. The procedure of such financing is relatively
complicated. It has to be settled on foreign currency, and its cost is relatively high.

2.3 Advantages and Disadvantages of Ship Sale-leaseback Financial
Leasing
The features of the ship sale-leaseback financial leasing are shown as follows:
1 The ship sale-leaseback financial leasing can increase the liquidity of the
shipping enterprises
Initially, the sale-leaseback financing can break through restriction on the size of bank
credit from the government’s tighten monetary policy. Since late in January 2010, in
order to address the problem of the commercial banks’ short–term and intensive
investments, the CBRC and the People’s Bank have introduced a series of control
measures to tighten up monetary, which aims to achieve a balance of lending.
Consequently, the bank loans of some industries, especially the “three highs” (i.e. high
pollution, high energy, high water consumption) industries like steel, cement,
aluminum, etc., were blocked. Some of their expired loans were not allowed to be used
for new loans; their new projects failed to acquire the credit extension loans. By
contrary, using the existing fixed assets to conduct sale-leaseback financial leasing
belongs to the category of leasing business, which means it does not have to acquire the
approval of credit. Therefore, the sale-leaseback financial leasing is one of the effective
financing channels to break through the limitation of banks on the size of loans, and
8

avoid the corresponding credit risk.
Meanwhile, the sale-leaseback financing provides a low threshold to costumers, and
can help them implement asset structure optimization as well as tax reducing. Currently,
bank loans, equity financing and bond financing are the main financing channels of
shipping companies. Such approaches are too unitary to obtain sufficient funds from
finance markets under the background of financial crisis. In contrast, the sale-leaseback
financing can not only activate the assets of enterprises, but realize the transform of the
assets from real assets to cash assets without changing their use right, so as to enhance
the liquidity of the enterprises, increase their incomes, and expand the their financing
channels. For small and medium-sized shipping companies, due to their size and
strength, it is difficult to raise the necessary funds through the traditional financing
channels. So the sale-leaseback financing provides them a new practicable channel.
The reason why the sale-leaseback financing is suitable for those relatively week
companies is the change of the financial leasing companies in operation concept. When
evaluating the credit status of a lessee, the financial leasing companies pay more
attention to the future cash flow which the lessee can bring, rather than its past and
present asset size and credit status. It is a realistic and practicable financing channel for
those small and medium-sized companies which have neither mortgage assets, nor the
complete credit history.
Although bank loans, the issuing of trust, stock and bonds, and transferring operational
rights are the main approaches of shipping financing for the shipping companies in
China, they are prone to the payment crisis of funds. The ship sale-leaseback financing,
however, can mend this drawback. In this regard, the ship sale-leaseback financing
expand the channel of ship financing.
2 The ship sale-leaseback financial leasing is an effective and convenient
financing form
The traditional debt financing needs a long period of time for credit process. Based on
the considerations of safety and profit, banks always require the companies to provide
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the business secrets related to the financing projects, such as whether their ships for
financing have the contracts affreightment, the top ten costumers of the companies, and
the financial situations of the companies in next five years, etc.. If the shipping company is a listed
company, such information must only be disclosed in strict accordance with the

regulations from “Listed Company Information Disclosure Guidance”, or under the
authorization of the board. Generally, the aforementioned procedure is likely to take
about half of a year. In contrast, the financial leasing companies make the financing
quota by refereeing the market price of the ships. Because the market price can serve
as a public and transparent source of information, it can guarantee the safety for the
rapid and effective completion of the financing. In April 2009, Najing Youyun co.,
Ltd. and Minsheng leasing company signed a 700 million yuan contract. The
procedure from negotiation to the signing of the contract only took half a month,
which recorded the fasted time in financing industry.
3 The ship sale-leaseback financial leasing is beneficial for the optimization of
shipping enterprise capital structure
Although the shipping companies give up the ownership of their ships during the term
of the lease, they still essentially reserve the use right of the ships. In the ship
sale-leaseback financial lease transaction, thought the lessee’s assets in converted
from real assets to cash asset in terms of the capital structure, their total amount is not
reduced in terms of both the accounting system and the tax system. Thus, the ship
sale-leaseback financial leasing can effectively activate the funds movement of
enterprises, and alleviate the pressure of fund circulation. For this reason, the
sale-leaseback financial leasing can effectively adjust and optimize the capital
structures of the lessee companies, promote the integration of their fixed assets,
expand their production and business scope, and enhance their competitive strength in
shipping market.
4 The ship sale-leaseback financial leasing can dilute the influence from the
raising of central bank interest rate.
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The interest rate of the ship sale-leaseback financial leasing is determined by lowering
the same grade benchmark lending rate, and is adjusted in accordance with the change
of the central bank interest rate. According to the present economical conditions, the
expectation of the interest rate increase is much higher than that of the rate cut. Based
on this premise, the ship sale-leaseback financial leasing can help the enterprises save a
lot of financial expenses. In particular, the more the interest rate increases, the more the
sale-leaseback financial leasing saves.
Although the ship sale-leaseback financial leasing has many advantages, there are also
drawbacks in this leasing form, such as the comparatively high cost of financing, the
rise of the repaying pressure, and the increase of the tax cost, etc.. In the following table,
we conduct a comparison between the sale-leaseback financial leasing and the other
ship financing forms.
(Devaney and Lizieri, 2004 S. Devaney, C. Lizieri Sale and Leaseback, Asset
Outsourcing and Capital Market Impacts Journal of Corporate Real Estate, 6 (2) (2004),
pp. 118–132)
2.4 Financial arguments for leasing
Leasing gives a company an alternative method to ownership to gain use of an asset.
This accounting treatment has led some people to argue that sale and leaseback
disposals of property provide ‘off-balance sheet financing’. As the resulting liability
does not currently appear on the balance sheet, a company that outsources property may
appear stronger financially than one that owns its real estate and uses debt finance.
Research into the issue, though, finds that investors do take into account the liabilities
of companies that enter into lease arrangements. This implies that investors are aware
of the underlying effects of such deals and adjust prices accordingly. Further, a firm
seeking to achieve an ‘optimal’ capital structure can use either conventional debt or
leasing with the same capital market impact. Another argument is that leasing provides
‘100 per cent financing. So it would appear that, by leasing, more capital can be raised.
However, the corresponding liability will also be greater and theory suggests that this
11

will have three effects. First, the effective gearing will be higher than if debt had been
used, so the required return on equity will also be higher, reducing market capitalisation.
Secondly, the additional liability will restrict the ability of the company to borrow
further. The extra amount gained from leasing displaces the opportunity of debt.
Thirdly, the loss or ring fencing of assets can lead to pressure on ratings of the existing
senior debt.
A stronger financial argument is that capital tied up in property ownership may be put
to better use within the business. The company should be able to earn a higher rate of
return for shareholders by investing it in business activities. In fact, where the
company’s required return is greater than that generated (notionally) by the property
assets, it may be argued that by holding property the company is ‘destroying’ value.
So a firm with a required return of 20 per cent may be damaged by holding real estate
assets whose value reflects a yield of, say, 8–10 per cent. This will be particularly
evident to analysts employing a structured technique such as Economic Value Added,
but it will also be evident in conventional accounting measures such as Return on
Capital Employed.
(See for example Moody’s Investors Service (2001) ‘European Telecommunications
Operators’ Use of Sale and Leaseback Transactions Can Pressure Ratings’, Special
Comment, October 2001, Report 70915, London.)
2.5 Operational arguments for leasing
A major argument for outsourcing in general is that companies should focus on their
core competencies. The ownership and management of property are very often outside
the main functions of a business. Management time and resources could be better spent
focusing on the main business functions, non-core activities being outsourced to other
firms for which that activity is core.
This may improve profitability, as the company can focus on areas where it has
expertise and can generate higher returns. The company does lose control over the
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assets, however, and it is often argued that if properties house a strategic function or
are integral to business operations then they should be retained, whether or not property
is a core competency.6 Complete outsourcing of real estate functions not only transfers
the assets; it also transfers the responsibility for service provision, often to a specialist
provider who may be able to benefit from scale economies and expertise, lowering the
overall costs of provision — although this is unproven empirically.
In some recent deals, rental risk has been reduced by negotiating fixed rent increases
rather than reviews to market and by special provisions with regard to reletting.
Companies outsourcing their real estate portfolios may also be seeking greater
flexibility and freedom of action. Under traditional sale and leasebacks, this may not
have been achievable, the lessee being committed to a long term and having only
limited and costly options for exit. Therefore, owning may have provided a more
flexible option.
(Adams, A. and Clarke, R. (1996) ‘Stock Market Reactions to Sale and Leaseback
Announcements in china, of Real Estate Research, Vol. 13, pp. 31–46.)
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Chapter 3 Ship Sale-leaseback Financial Leasing
Ship sale-leaseback, also known as sales-and-leaseback, sale-leaseback, leaseback,
etc., refers to the mode in which a company sells its ship assets to commercial banks,
finance leasing companies or other financial institutions at a reasonable price; the
company then leases back the assets as a lessee, and pays lease payments to the
leasing company. The ship ownership belongs to the leasing company during the
charter period. This mode not only enables the lessee to obtain the circulating fund
which is required in production and operation, but allows it to continue the using of its
ship, and make profits as well. When the lease is terminated the lessee can choose to
transfer the property right at a relatively small cost, or sale the ship directly, so as to
achieve the return of the ship ownership and realize the leased asset’s residual value.
The overflow of ship sale-leaseback financial leasing is illustrated in Fig 3-1.

Seller
(Lessor)

Buyer
(Lessee)

Figure 3-1 The over flow of ship sale-leaseback financial leasing
Source: own presentation

3.1 Features and Advantages of Financial Leasing
As a kind of unique credit form, financial leasing has the following features:
1 Broadening the financing channels.
The traditional financing channel is hard to meet the needs of the development of
shipping enterprise, especially for small and medium-sized shipping enterprise that
due to their operation scale is small, credit level could not be recognized, so it is
14

difficult for them to get the government and bank loans, and also is challenging for
them to use the same way to issue share and bonds to implement financing as those
big shipping enterprise do. Thus, financial leasing may play a key role to their
survival and development.
2 Solving the problem of middle and small shipping enterprises’ financing
difficulty.
With the shipping industry development and the improvement of the ship construction
technology, the new ship price has a rapidly growth, for example a 10000 tons tanker
ship costs about nearly 100 million RMB, build in the domestic shipyard.
Meanwhile the bulk carrier of 50000 tons costs about $22 million. For those small and
medium-sized shipping enterprise with a deficiency of capital, in terms of their credit
level and the scale of operation, they has no advantage for applying the government
and bank loans, and it is also challenging for them to raise capital through the stock
and bonds. However financial leasing can help them to find a new way to collect
capital, and be helpful for their survival and development. In this thesis, we believe
that, although the ship financial leasing has many advantages, and its status has
already been paid more and more attention to, its application range is still not wide in
China. So we argue the ship financial leasing needs to be promoted to shipping
enterprise by government or financial institutions, and let shipping enterprise to
realize the prospective that ship financing lease can promote their development.
3 Reducing the repayment pressure.
There are ups and downs all around shipping enterprise's state of operation according
to the changes of the shipping market. The repayment form of financing leasing is
more flexible than bank loan reimbursement manners. The terms of lease can be
negotiated by lessee and lessor, which means they don't have to pay by a fixed rate or
a fixed interval. Besides, the terms can be adjusted according to enterprise's actual
operational status, and it is beneficial to shipping enterprise funds to be fully,
reasonable distributed, which alleviates their financial pressure to certain extent.（Li
2005, Lv.2009）
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4 Getting preferential policy of government.
In order to encourage investors to invest shipping industry, our government gives the
investors a series of preferential policies related to tax. In the process of financial
leasing, the lessor transits tax cuts from government to the lessee by reducing the hire
or other fees, so the lessee can indirectly enjoys preferential policies of the
government.
5 Conducive to revitalize the capital of big shipping enterprise.
It is common that the big shipping companies retain some old ships. If they charter
these ships to the small and medium-sized shipping enterprises for operating at a
lower hire, on one hand, the capital of the large enterprises can be revitalized, on the
other hand, the difficulty of financing can be solved for those small and medium-sized
enterprises..
6 Getting 100 percent financing.
The ship owner here means the lessee. Because he will get the ownership of the ship
at last and financial leasing doesn’t add the ratio of the liabilities of his assets, so that
the financial leasing can liquidize the lessee’s reserved assets. Pomazai (2001)
proposed that the assets should be achieved by leasing if they are devaluing, i.e. they
are depreciated every year.
7 Optimizing the fleet structure of the enterprise.
Some large enterprises also have ships under bad technical situation and low
competitiveness which are not good for the enterprises’ development. But the
enterprises can optimize their fleet structure by selling or scrapping these ships (Chen
2005).
8 Improving shipping enterprises' core competitiveness.
Shipping enterprises apply sale-leaseback form to get a ship. This way can scatter the
risk and vitalize the capital, without the loss of the ownership of the ship. It helps the
enterprises to improve their overall efficiency, accumulate more capital and continue
to expand the scale of fleet, so as to indirectly raise the overall strength and the core
competitive power of national shipping industry.
16

9 Ownership is separated from the use right.
During the charter party period, the use right belongs to the lessee, while the
ownership belongs to the lessor.
10 Combine financing capital and financing goods.
Financial leasing has both the functions of financing capitals and financing goods. It
achieves the purpose of obtaining the use right of the lease goods, and collecting the
financing capital.
11 The hire payment is flexible.
Companies as the lessees can negotiate the quantity and the date issues of the rent
with the lessors according to their actual situation.

3.2 Current Status of Domestic and Foreign Ship Financial Leasing
3.2.1 Current Status of Foreign Ship Financial Leasing
The characteristics of sale, leasing and credit which financial leasing has make it
deeply financial. As a way of transaction which started in 1950s, financial leasing is
regarded as the so-called modern leasing paradigm to be widely used for leasing of
ships in foreign countries.
3.2.1.1 Overview of the Development of Overseas Ship Financial Leasing
Foreign shipping enterprises often take leveraged lease as a popular way of ship
financial leasing. Leveraged lease is a financial tax-efficient leasing through financial
leverage. Generally, the lessor lease only 20-40 percent amount of the equipments, so
that he can has economic ownership and enjoy the same treatment as he has 100
percent investment. The lessor get the loan via ship mortgage and the extra guarantee
of the loan are transferring the right to collect the rent, the contract of leasing and the
first mortgage. Most capital of the equipment cost would be made up by the loan
without recourse provided by the financial institutions as banks, insurance companies,
security companies and so on. Then the lessor delivers the ship to the lessee which
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should pay the rents to the lenders (financial institutions as banks and insurance
companies) to repay the loan for the lessor.
The shipping enterprises can choose hire purchase, continuation or redivering the ship
upon the expiry of the basic leasing term. Generally, the shipping enterprises could get
the ownership of the ship by paying symbolic expenses. At the situation when the
financial institution provides the loan, the financial stitutions have no right of recourse
and the guarantee of the repayment of the money is the benefit from the lease of the
equipment itself and the ship. Building and leasing the ship via the way of financial
(leveraged) leasing can make full use of the favorable tax policies provided by the
government, so the parties involved in the transaction especially the shiyard, shipping
enterprises and the investors can get more economic benefits.
3.2.1.2 Successful Modes of Ship Financial Leasing in Developed Countries
In a broad sense, there is an enormous gap in scale of development and operating
structure of financial leasing between the developed countries and China. According
to incomplete statistics, in 2003, the amount of financial leasing in all fields in China
is less than 2 percent of total social investment, while that in the developed countries
like the USA, the UK, Germany, Japan and so on have reached 10 percent to 30
percent, 38 percent in the USA in particular. The developed countries has formed the
situation that the business banks, the leasing companies with background of
equipment manufacturing and professional leasing companies co-operate the business
of financial leasing. In the USA, the total amount of financial leasing occupies 45
percent in the globe and financial leasing has become the second leading financial
instrument after bank loan. Financial leasing has been one of main financing channel
in the fields of aviation, shipping, electricity, auto, architecture, housing, medical
equipment and so on.


Tax Leasing in the UK

Similar to leveraged lease mentioned hereinabove, the

tax law of the UK establishes preferential tax policies as tax relief for investment
and accelerated depreciation, according to which the lessor can make investment
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equals only 20 to 40 percent of the amount of the leasing ship to get the
ownership of the leasing subject , then get 100 percent tax relief. The Lessor
(which must be a UK company) buys a ship and then leases it to the lessee(Which
must be a UK company too) for his use, and the lessee pays the rents in return. As
the UK law stipulates that the depreciation of the ship can be balanced by 25
percent of the book value of last year, so the lessor can use the deficit resulting the
less rents than the depreciation in the beginning years to offset the revenues to
reduce the tax. In the UK, the net profit of the reduction of expenses of leasing in
25 years could reach 6 to 8 percent of the ship’s price， and to get this benefits,
the lessor and the lessee must satisfy the relevant rules and regulations and it
would cause more larger loss but not benefits if there is anything wrong with nay
party. According to the tax law of the UK, if the relevant regulations are satisfied,
the lessor, as the owner of the assets, can enjoy all the privileges of investment
subsidies, and the lessee can reduce all the leasing expenses from the taxable
income when paying the company tax.


KG Ship Financial Leasing in Germany

Germany has enacted KG(KG is a

German abbreviation which means limited partnership) ship financial system
since 1969. KG ship financial system is one of tax preferential measures to
encourage the investors especially the individual investors to make investment in
the field of ship building. It operates via time charter to satisfy shipping
enterprises’ demands of selection of term of charter, year, even hire purchase at
last. The initial aim of KG plan is that many partners contribute their capital to
establishing a limited ship company which would use its capital to order new
ships and lease them to the shipping companies then. Meanwhile, KG mode
provides the investors with tax preferential policies in various extent, largest of
which is high tax relief for income before tax from investment of marine
merchants(as the lapse of time, the extent of the tax relief will be lower and
lower). According to KG ship financial system, German could reduce their
income tax by investing in KG financial companies and as the partners of the ship
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company; the investor’s liabilities are limited to the extent of the amount of their
investment. As the tax preferential policies attract many investors to in ivest in
shipping industry, the KG ship financial system is making a significant difference
in promoting the people to invest in ship finance. In the time of climax in late
1990s, KG ship financial system could raise ship capital up to the amount of 3
trillion Mark for shipping industry per year. The Creator of FHH ship investing
company, established under KG ship financial system, owned 30 percent shares of
the company, and the other 70 percent is owned by Christian F Ahrenkiel GmbH
in Hamburg. So far this ship investing company has built three ships through
raising money to the amount of USD 45 million. However, as the lapse of time,
the extent of the tax relief became lower and lower, and Germany decreased the
extent of tax preference to KG ship financial system, which cause the decrease of
the money raised, but 1.4 trillion Euroes of ship investing capital still could be
raised per year in recent years and this has made great significance for German
ship owners to order ships.


Ship Financial Leasing in Korea After the Asian financial crisis, Korean ship
owners’ operation was becoming deteriorating so that they had to sell their ships
and had no money to order new ships. In order to reverse the situation consisted
of the shrinkage of domestic merchant fleets and the almost perished new
building orders, imitating German KG plan, The Korean government started
adopting ship financial leasing to encourage ship owners to order their ships
domestically to revive Korean marine industry and shipbuilding industry. In 2002,
Korean government established and enacted Ship Investing Company Act to
encourage the investors to found joint company to order ship from domestic
shipyards. According to the Act, money could be raised form general investors to
establish joint companies. The joint company orders new ships from a domestic
shipyards and leases the ships to Korean shipping companies. At the expiry of the
Contract(more than 5 years), the revenue would be allocated to the investors and
the joint company would be dismissed. To encourage the investors to make
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investment in ship investing companies, the government also decide to reduce the
tax of income resulting from transformation of rights of share and revenue
resulting from sales of ship, and release the income tax and revenues used to
make reinvestment for the investors. So far the first ship financial company(Korea
Shipping Funds) has been founded with the registered capital of 9.8 trillion
Korean won which including three 2 trillion from DSME, SHI and STX.


Ship Financial Leasing in the United States

In the United States, the lessor

can enjoy large tax preference of investment directly. According to American tax
law, the assets invested to purchase for leasing could be granted tax relief, and the
lessor often transfers part of this tax relief to the lessee via favorable leasing
expenses to reach the leasing transaction, and this makes the lessee can enjoy the
tax preference indirectly. As the tax regulation can benefit both parties involved in
leasing, it promoted the development of American leasing industry deeply.
3.2.2 Current Status of Domestic Ship Financial Leasing
China's financing lease dates back to 1981, during 20 years of development. it almost
gone through four stages as shown in Table 3-1.
Table 3-1Development of ship financial leasing in China
Time

Phase

Status

Description
It was China gold stage of financing leasing
which developed rapidly, there were
numerous sino-foreign joint venture leasing
company, Chinese leasing companies and
organization currently engaged financing
lease business, which grew very quickly

1981~1987

Stage 1

Golden stage

1988~1993

Stage 2

Adjust stage

1994~1999

Stage 3

Difficult stage

The third stage, 1994-1999 years, the difficult
period. under the influence of southeast Asia
financial crisis, Sino-foreign joint venture
leasing companies are take their business
back. Domestic leasing companies was also
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restricted under "commercial Banks," for that
Chinese Banks and financial institutions pull
the plug from leasing company in succession.
China's financing was tumbled and progress
slowly

Restoration
since1999

Stage 4
stage

After Southeast Asian financial crisis, policy
environment and business environment of the
financing lease industry have been obviously
improved. Most of the lease financing
company had restructured, by strengthen the
awareness of risk, and their business areas
towards to the scope of air, medical,
engineering
machinery,
communication
equipment, transportation and electric power
industries. The Amount of financing and scale
of asset has rapidly growth, meanwhile bad
assets had plummeted. management level and
the quality of service, have a great advance,
lease financing industry shows good
momentum of stable operation and the benign
development

Source: Our Own Presentation

With the development of shipping finance, China modified and refined the policies
relevant to sales of ship and shipbuilding continually. Our government has modified
the policies on shipping enterprises since 1981, the enterprises which have ability to
repay the loan would not allowed to enjoy the planned appropriation any longer and
they should get bank loan or raise money by themselves, so the main origin of money
for the enterprises to build or buy/sell ships turn to be bank loan. According to the
statistics (Liu 2007), there has been only 60 million yuan appropriated for building
ships per year averagely in China sine 1998. If the shipping enterprises want to make
loan to build or buy ships, the formal financing would not be allowed until the strict
procedures of examination and approval of government bodies and banks are passed.
More importantly, favorable loan policies for shipping enterprises to build or buy/sell
ships are abolished because of the uniform interest for domestic loan decided by the
People’s Bank of China.
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The reform of new tax system started in 1994 by our government took certain
privileges for shipbuilding financing. According to new tax system, the rate of income
tax after the reform of tax system would be 33 percent, and without special
circumstances, shipping enterprises would not allowed to enjoy tax relief on income
tax. Our government’s tax policies towards inland foreign shipping enterprises could
almost divided into regular tax and favorable tax. The regular tax means the 33
percent income tax, while the favorable tax means that, foreign shipping enterprises
from any country which had bilateral treaty, agreement or exchange of letters with
China invested in China would not be taxed in the first two years and taxe in three
years after that if they were engaged in productive communication and transportation
industry and the term of operation was more than ten years.
According to the statistics on amount of transaction in financial leasing industry, the
total annual amount of financial leasing industry of China four years ago was 300
million yuan, which is only equals 1 percent of that of the USA and 2 percent of that
of Japan. Permeability of financial leasing industry in China is about 1 percent, and
there is a large gap compared with the 20 to 30 percent in developed countries.
Therefore, there is a large development space for financial leasing in China, as well as
the ship financial leasing industry which is an important sector of financial industry.
The financing lease is a credit lease way which integration finance, trade and lease. In
a Shipping financing lease, owner buy the ship from the shipyard and rent to the
charterer according to the charterer’s specific requirements of the ship, then, charterer
pays the hire to owner by installment. The propriety right of the ship belongs to the
owner during the period of the charter party until the charterer pay the hire and
perform the obligation completely according to the lease contract, then the ownership
is turned over to the charterer. In this way, the operation problems can be solved by
charterer with less capital, in the same way, the owner can get rich with profits return
and more reliable guarantee of rights and interest, so the both sides can achieve a
win-win situation.
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Seeing from the macro view, ship financial leasing plays an important role in the
development of international shipping industry; and seeing from the micro view, ship
financial leasing is a strategic activity related to the whole of operation of shipping
enterprises and business capabilities
As China joined in WTO, and with the opening of financial leasing industry,
international financial field and leasing field are bullish on the tremendous potential
for development of financial leasing market in China. HP Leasing founded in China in
1997, and after that, IBM in 1999, GM(China) and CAT(China) in 2004, SIEMENS
Finance and HITACHI Leasing(China) in 2005， many foreign leasing companies are
founded one after one. They ran their roots in Chinese market and achieve respectable
sales by taking their monetary and business advantages and became the leaders of
foreign enterprises in China financial leasing market.
Facing with the challenge and competition of the foreign chaps, Chinese financial
leasing industry modified market strategy positively, and relevant government bodies
also enacted related regulations to give policy and capital support. For example, the
National Development and Reform Commission enacted Development Policy of
China Ship Industry in 2004 which encouraged the capital from domestic or overseas
to invest in ship industry positively as well as gave financial and taxation support for
ship financial leasing. As for new established ship financial leasing companies could
enjoy tax relief for five years from operation of their business, and their sales tax
would be taxed in 50 percent of the sales amount for the next five years.
3.3 Origin and development of Ship Sale-leaseback Financial Leasing
In human history, people had encountered the issues of ship building and financing
before 2000 B.C. Since early the fourteenth century, the large scale shipbuilding
techniques has been applied to the international marine transport. Along with the
Industrial Revolution, the international shipping industry developed rapidly and
significantly, especially in capitalist countries. Nowadays, with the globalization of
trade, the shipbuilding techniques are under continuous innovation, which accelerates
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the upgrading of ship industry; accordingly, ship leasing and financing are developing
fast. In gerneral, the development of the worldwide ship leasing and financing has
experienced the following five stage:


Before 1950s, ship financing is mainly the internal financing.



In 1960s, Ship financial leasing began to appear in Europe and America, while
the ship financing in Asian countries was mainly relied on buyer's credit; at the
same time, the shipbuilding industry in Japan and South Korea began to rise.



In 1970s, as the bubble economy reached its peak, the capitals from banks and
other financial institutions began to penetrate the field of ship financing.



In 1980s, the oil crisis led to a low tide in shipping industry. Banks and other
financial institutions showed deficits, which caused rigorous conditions for ship
financing. The difficulty in ship financing made the method of financing
developed sluggishly in those years.



Since the 1990s, along with rapid development in ship enlargement and building
techniques, shipping and financial markets, the demand of ship financing has
been increasingly growing. This stimulates the further development of the
financing modes, and its diversification.
In China Song dynasty and Yuan dynasty, shipbuilding industry and the merchant

fleets for international trade had emerged. But it was in 1980s that financial leasing in
china finally appeared. Over the past 30 years, the development of financial leasing in
china has experienced the following four stages:


The golden period with the fast development in 1980s.



The stagnation and adjustment period with little development from late the
1980s to early the 1990s.



The difficult period with the slow development late the 1990s.



The restoration period since this century.
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It is well known that the financial leasing in some European and American developed
countries has grown matured, and the commercial banks and financial leasing
companies have started a cooperative situation. According to preliminary statistics,
the amount of financial leasing in the United States, Britain, Germany and Japan has
reached to about 10% to 30%. By contrast, the amount of the financial leasing in
China is less than 2% of the total global investment.
As described in the introduction section, the international shipping market is
undergoing a depression in recent years. Meanwhile, the international shipping
financial market is encountering a downturn again. Nevertheless, ship financial
leasing is still an important channel for the financing of China’s shipbuilding and
shipping companies. Statistics reveal ship financial leasing has become the financing
approach second only to loan financing from banks in shipbuilding and shipping
industries, which indicates its pivotal position.
With the development of financial leasing in 1960s and 1970s, the sale-leaseback
financial leasing mode emerged, and then spread to Japan, Taiwan and Hongkong. In
the middle 1990s, financial leasing was introduced to China, and quickly gained its
popularity in the whole country, especially in coastal cities like Guangzhou, Shenzhen,
etc.. In recent years, although the shipping market suffered hugely in financial
tsunami, it is still becoming increasingly prosperous, which motivates the upgrading
and the expending in shipping enterprises. Correspondingly, the requirement of funds
is growing. The traditional financing mode, such as bank loans, issuing trust, stock or
bonds, selling operational rights, etc., have not fulfilled the requirements of capital
flows and the development of shipping companies. Therefore, the ship leaseback, as
an alternative and effective financing pattern, has been playing an increasingly
important role in shipping finance.
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3.4 Classification of Ship Sale-leaseback Financial Leasing
3.4.1 Sale-leaseback Financial Leasing and Operating Leasing
The lease of enterprise assets can be classified into two categories with respect to
“Enterprise Accounting Standard”: the financial lease and the operating lease. The
former one refers to the lease which is treated for the financing purpose, and will
ultimately obtain the ownership of the leased assets. The later one is the lease
characterized by the short-term use right of the leased assets, e.g. facilities and
equipments. Accordingly, the sale-leaseback financial leasing can also be divided into
two types: sale-leaseback financial leasing and sale-leaseback operating lease.


Sale-leaseback financial leasing

In this form, the lessee signs a sale-leaseback

contract with the leasing company, and sells his assets to the company at a
reasonable prince after their negotiation. The lessee has the choice right to buy the
leased assets. The ownership of leased assets belongs to the leasing company
during the leasing period. The leasing period occupies the majority of the assets’
service life. Note that, “majority” here refers to more than 75% of the leasing
assets’ service life. The original fixed assets of the lessee are changed to the
financial leased assets. The lessee obtains the loan from the leasing company, and
pay lease payments through rentals. When the lessee is terminated, the company
provides the ownership transfer certification of the leased assets, and the lessee
recovers the ownership of the assets.


Sale-leaseback operating leasing

In this form, the lessee signs a

sale-leaseback contract with the leasing company, and sells his assets to the
company at a reasonable prince after their negotiation. The ownership of the
leasing assets belongs to the leasing company. The lease is treated as an
investment and is required to be off the balance sheet financing for the lessee.
When the contract is finished, the leasing company shall bear the potential risk
from the residual vale of the leasing assets during the recovery and disposition of
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the leased assets. The lessee can choose to repurchase the leased assets with
respect to its residual vale, or at a negotiated price.
3.4.2 Domestic Subject and Foreign Subject Sale-leaseback Leasing
Domestic subject sale-leaseback financial leasing refers to the leasing using the
Chinese ship as the financing subject. The shipping company (i.e. the lessee) sells the
ship to the domestic leasing company. The leasing company purchases the ship, and
becomes its new owner by changing the relevant certifications such as the ship’s
ownership,etc.,

and then leaseback it to the lessee in the form of bareboat. The

financing is settled on RMB. The procedure of such financing is relatively simple.
Besides, its cost is comparatively low.
By contrary, foreign subject sale-leaseback financing refers to the financing in which
the shipping company uses the non-Chinese (e.g., Hongkong, Singapore) ship as the
financing subject. The lessor establishes a Single Shipping Company (SPC) outside
China, which is independent to the lessor and the lessee. The SPC pays for the ship,
obtains its ownership, and then lease it to the shipping company in the form of
bareboat. Note that, the SPC is non-profit. The collected rents and the residual vale of
the ship are used to repay the loan. The procedure of such financing is relatively
complicated. It has to be settled on foreign currency, and its cost is relatively high.
3.5 Advantages and Disadvantages of Ship Sale-leaseback Financial Leasing
The features of the ship sale-leaseback financial leasing are shown as follows:
1 The ship sale-leaseback financial leasing can increase the liquidity of the
shipping enterprises
Initially, the sale-leaseback financing can break through restriction on the size of bank
credit from the government’s tighten monetary policy. Since late in January 2010, in
order to address the problem of the commercial banks’ short–term and intensive
investments, the CBRC and the People’s Bank have introduced a series of control
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measures to tighten up monetary, which aims to achieve a balance of lending.
Consequently, the bank loans of some industries, especially the “three highs” (i.e.
high pollution, high energy, high water consumption) industries like steel, cement,
aluminum, etc., were blocked. Some of their expired loans were not allowed to be
used for new loans; their new projects failed to acquire the credit extension loans. By
contrary, using the existing fixed assets to conduct sale-leaseback financial leasing
belongs to the category of leasing business, which means it does not have to acquire
the approval of credit. Therefore, the sale-leaseback financial leasing is one of the
effective financing channels to break through the limitation of banks on the size of
loans, and avoid the corresponding credit risk.
Meanwhile, the sale-leaseback financing provides a low threshold to costumers, and
can help them implement asset structure optimization as well as tax reducing.
Currently, bank loans, equity financing and bond financing are the main financing
channels of shipping companies. Such approaches are too unitary to obtain sufficient
funds from finance markets under the background of financial crisis. In contrast, the
sale-leaseback financing can not only activate the assets of enterprises, but realize the
transform of the assets from real assets to cash assets without changing their use right,
so as to enhance the liquidity of the enterprises, increase their incomes, and expand
the their financing channels. For small and medium-sized shipping companies, due to
their size and strength, it is difficult to raise the necessary funds through the
traditional financing channels. So the sale-leaseback financing provides them a new
practicable channel. The reason why the sale-leaseback financing is suitable for those
relatively week companies is the change of the financial leasing companies in
operation concept. When evaluating the credit status of a lessee, the financial leasing
companies pay more attention to the future cash flow which the lessee can bring,
rather than its past and present asset size and credit status. It is a realistic and
practicable financing channel for those small and medium-sized companies which
have neither mortgage assets, nor the complete credit history.
Although bank loans, the issuing of trust, stock and bonds, and transferring
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operational rights are the main approaches of shipping financing for the shipping
companies in China, they are prone to the payment crisis of funds. The ship
sale-leaseback financing, however, can mend this drawback. In this regard, the ship
sale-leaseback financing expand the channel of ship financing.
2 The ship sale-leaseback financial leasing is an effective and convenient
financing form
The traditional debt financing needs a long period of time for credit process. Based on
the considerations of safety and profit, banks always require the companies to provide
the business secrets related to the financing projects, such as whether their ships for
financing have the contracts affreightment, the top ten costumers of the companies,
and the financial situations of the companies in next five years, etc.. If the shipping
company is a listed company, such information must only be disclosed in strict
accordance with the regulations from “Listed Company Information Disclosure
Guidance”, or under the authorization of the board. Generally, the aforementioned
procedure is likely to take about half of a year. In contrast, the financial leasing
companies make the financing quota by refereeing the market price of the ships.
Because the market price can serve as a public and transparent source of information,
it can guarantee the safety for the rapid and effective completion of the financing. In
April 2009, Najing Youyun co., Ltd. and Minsheng leasing company signed a 700
million yuan contract. The procedure from negotiation to the signing of the contract
only took half a month, which recorded the fasted time in financing industry.
3 The ship sale-leaseback financial leasing is beneficial for the optimization of
shipping enterprise capital structure
Although the shipping companies give up the ownership of their ships during the term
of the lease, they still essentially reserve the use right of the ships. In the ship
sale-leaseback financial lease transaction, thought the lessee’s assets in converted
from real assets to cash asset in terms of the capital structure, their total amount is not
reduced in terms of both the accounting system and the tax system. Thus, the ship
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sale-leaseback financial leasing can effectively activate the funds movement of
enterprises, and alleviate the pressure of fund circulation. For this reason, the
sale-leaseback financial leasing can effectively adjust and optimize the capital
structures of the lessee companies, promote the integration of their fixed assets,
expand their production and business scope, and enhance their competitive strength in
shipping market.
4 The ship sale-leaseback financial leasing can dilute the influence from the
raising of central bank interest rate.
The interest rate of the ship sale-leaseback financial leasing is determined by lowering
the same grade benchmark lending rate, and is adjusted in accordance with the change
of the central bank interest rate. According to the present economical conditions, the
expectation of the interest rate increase is much higher than that of the rate cut. Based
on this premise, the ship sale-leaseback financial leasing can help the enterprises save
a lot of financial expenses. In particular, the more the interest rate increases, the more
the sale-leaseback financial leasing saves.
Although the ship sale-leaseback financial leasing has many advantages, there are also
drawbacks in this leasing form, such as the comparatively high cost of financing, the
rise of the repaying pressure, and the increase of the tax cost, etc.. In the following
Table 3-2, we conduct a comparison between the sale-leaseback financial leasing and

the other ship financing forms.
Table 3-2 Comparison of different financing forms
Advantages

Disadvantages

Transferring the
operation rights

1 Lessee still keeps the
remunerationr right.
2 Effective and convenient

1 Rent is high and needs to be
paid every year.
2 credit guarantee is required.

Issuing trust

1 Few financial limitations
2 Effective and convenient

1 the financing cost is high

Issuing stock

1 Few financial limitations

1 Rent is high
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2 Effective and convenient
3 no limitation for financing
funds
4 Lessee still keeps the actual
control right of the stock
Issuing bonds

1 Few financial limitations
2 Effective and convenient

1 the financing cost is high

Sale-leaseback

1 Lessee still keeps the use right.
2 Enhancing the financial
liquidity
3 Flexible and designable
4 Effective and convenient

1 the financing cost is high

Source: Our own presentation

As can be seen in Table II, compared with those traditional financing forms, the
sale-leasing financial leasing possesses more attractive advantages. It can not only
help enterprises go through the capital flow difficulty, enhance their own debt-paying
ability, but also improve their liquidity. Although this leasing form is still not perfect,
the benefits from its advantages are more considerable than the inconvenience caused
by the disadvantages.

3.6 Development and Legislation Status of Ship Sale-leaseback
Financial Leasing in China and Aboard
3.6.1 Development of Ship Sale-leaseback Financial Leasing in China
Compare with the ship financial leasing in developed countries of Europe and
America, the ship financial leasing in China started just recently, so its development is
still immature. A reference regarding the market share of financial leasing indicates
that the financial leasing in developed countries such as the United States, Britain and
Germany, etc., occupies more than 15% to 30% market share, whereas the one in our
country only holds 15%. Apparently, there is a huge space for the development of
domestic financial leasing.
Because the sale-leaseback financial leasing can alleviate and counter the funds
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circulation problem, and avoid some special risks during ship building as well,
commercial banks and financial leasing companies are willing to offer financial
leasing service to the lessee in the form of sale-leaseback. The ship sale-leaseback
financial leasing only involves a financial arrangement between two civil parties--the
ship lessor and the ship lessee. Its transaction structure is relatively simple and easy to
be manipulated. Besides, its risk control is implemented properly. So the
sale-leaseback financial leasing has gradually become the popular form in shipping
financial leasing.
Statistics suggest that in some developed countries of Europe and America, if the
fixed-asset-investment of a financial leasing company grows by 1%, the penetration
rate of financial leasing will rise by 3%. The same funds can obtain the quadruple of
the investment size. The huge potential development space motivates our government
to gradually strengthen the support on financial leasing. The major state-owned banks,
the commercial banks, the relevant financial institutions and the financial leasing
companies has been authorized to offer and conduct shipping financial leasing service,
which is undoubted to greatly facilitate the fund circulation of shipping companies.
In addition, Shanghai is conducting the construction of the “two centers” now, which
requires the optimization of global resources allocation. The document regarding the
construction of the “two centers” promulgated by the State Council stressed the
necessity to accelerate the development of shipping financial services, support the
high-end services like shipping financing, and expand multiple shipping financing
channels. The document clearly demonstrates the encouragement and the support of
the government on shipping financial leasing, not to mention the ship sale-leaseback
leasing.
3.6.2 Legislation status of Ship Sale-leaseback Financial Leasing in China
As mentioned in former section, the development of financial leasing in China started
relatively late, compared with that in the developed countries of Europe and America.
Due to the lagging in the development of financial leasing and the relevant laws, it is
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not hard to explain the reason for the absence of a specific law for regularizing the
sale-leaseback financial leasing. Although “financial leasing law (draft)” has been put
on the agenda several years ago, so far, the draft has not been passed so for various
reasons. In order to regularize the activities in financial leasing, the government has
issued approximate 300 laws and regulations. In relation to ship sale-leaseback
financial leasing, there are “Contract Law”, “the People’s Republic of China Maritime
Law” (or “Maritime Law” for short); regarding the regulations on sale-leaseback
financial leasing, there are “Administration Measures of Financial Leasing
Companies” and “Administration Measures of Foreign Investment and Leasing”; the
other legal documents include “Circular of the State Council of the Flow Tax Levied
from Financial Leasing” and “Comment of Taxable Items ”, etc.. For the other laws
and regulations, we refer the reader to the separate department laws.
Generally speaking, although the “Contract Law” of China, which services as the
main law for financial leasing, summaries the experience after the implement of the
relevant “regulations”, and reveals the essence of the leasing, which is based on
UNIDROIT Convention on International Financial Leasing, and the advance
experience of the juridical practice on financing leasing in the other countries, it is
well known that “Contact Law” still has limitations. For example, its adjustment
range is limited—not all the commercial activities are involved in its regulations; it
also does not make the corresponding regulations on the economic relationship (e.g.
the leasing registration) between the civil parties in financial leasing. Besides,
according to the current laws for regularizing the financial leasing, “dual control”
mode is adopted in China, i.e. the domestic financial leasing companies are supervised
by CBRC while the foreign or joint-venture companies are supervised by the Ministry
of Commerce. Such model, however, is against the WTO spirit. First of all, the
documents are contrary to the principle of national treatment; meanwhile, the market
access threshold set by the documents is too high (the registered capital is required not
less then 100 million yuan), which impedes the development of financial leasing.
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3.6.3 Legislation status of Ship Sale-leaseback Financial Leasing in Other
Countries
As for the legislation in relation to financing leasing in other countries, the uniform
legislation mode and the dispersal legislation mode are the two main modes in the
present legislative system, of which, the dispersal legislation mode refers to the
legislation mode composed of the supplementary regulations and a series of relevant
laws like Civil Law and Commercial Law. In the following sections, we briefly
introduce the current legislation of some countries that adopting the relevant
legislation mode.
3.6.3.1 Countries Not Making Specific Financial Leasing Laws
The United States It is well known that the modern financing leasing originates in the
United States. Because its judicial practice is mainly the case laws, and it has a
historic and relatively completed legislation, the United States adopts the dispersal
legislation mode. In the late 1980s, the United States added the UCC-LEASES in its
“Uniform Commercial Code”, and made a strict definition on financial leasing. The
UCC-LEASES clearly stipulated the basic civil rights and the obligations of the
leasing parties. Besides, “Investment Tax Deduction Law” provides the law protection
for the preferential tax policy on the leasing. In addition, “Ship Financing ACT”
issued in 1972 provides detailed rules for ship financing leasing, which the law risk in
the leasing transactions.
Japan The financial industry in Japan features the investment diversification, and its
fund resource are mainly bank loans. But financial leasing is still the major industry in
Japan financial industry. Since the systems of Japanese Civil Code and Commercial
Code are comparatively complete, making a specific law to regulate financial leasing
is regarded as unnecessary. Therefore, Japan adopts the dispersal legislation mode for
the legislation of ship sale-leaseback financial leasing. Although the legislation for
ship sale-leaseback still has defects, the policy favor of the country on financial
leasing deserves our attention. For example, the investment tax cut policy for financial
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leasing to some extent is the action to encourage the development of shipping
financing.
Britain Similar to the United States, Britain adopts the dispersal legislation mode for
ship sale-leaseback financial leasing, thanks to the advanced legislation paradigm of
the common law system. Because the Britain judicial system is comparatively
complete, which is restricted by the common law and the equity, the interpretations
and the cases of the relevant laws and regulation from courts and the related
departments hold an essential position in Britain. The legislation system can be
classified into three categories: (1) the regulations in relation to the basic elements
such as the establishment of financial institutions, business scope, and business
license, etc., (2) the regulations regarding the behaviors of parities, which aims to
protect their legitimate interest and maintain fair competition, and (3) the regulation
about the tax and accounting, which is employed for the implementation of the
standard accounting, and the unified tax preferential policy, such as the standard
accounting regulations, the domestic revenues practice description, and the capital
subsides law, etc.. In practice, the definition of the financial leasing business provided
by Britain Equipment Leases Association is considered as the most representative
definition for financial leasing transactions.
Germany Germany does not make specific laws for financial leasing either. The
implementation for governing financial leasing is determined by the practice
departments with respect to the principles of the traditional leasing in German
Commercial Code (BGB). Compare to the legal ownership in the civil and
commercial laws, Germany pays more attention to economic ownership. He who
actually controls the leased property, takes risks and enjoys the income will become
the owner of economic ownership. The economic ownership is determined mainly
according to the tax bulletins of the Ministry of Finance.
Based on the above discussion, it can be drawn that the reason the aforementioned
countries adopts the dispersal legislation mode is they have comparatively completed
legislation system to regulate financial leasing, rather then the imperfectness on
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legislation.
3.6.3.2 Countries Making Specific Financial Leasing Laws
Although many countries do not have the specific financial leasing laws, some
countries specially make the financial leasing laws so as to regulate and protect the
ship financing market.
France Financial leasing was introduced to France in 1960s. Just at the same time,
France enacted the “Leasing Industry Law” (No.66-455) in 1966, which clearly
stipulated the definition of financial leasing. Most of the scholars regard the financial
leasing under such definition is a special lease contract, and they agree with the
identification of financial leasing in the French Civil Code. Therefore, the tax system
for financial leasing in France is concise. It also provides specific rules for the tax
avoidance abusing the financial leasing transactions. The legislation mode for
financing leasing in France can be regarded as a comprehensive legislation mode,
which not only includes the specific laws for regulating financial leasing, but contains
the civil laws to restrict the leasing, so as to protect the tax system. Apparently, such
mode is beneficial for tackling the financial leasing disputes, and convenient for
judicial practice.
South Korea South Korea as the largest maritime countries, not only in terms of the
legislation on financial leasing, but in terms of the legislation on ship financial leasing.
In 1967 The South Korean government promulgated "Leasing Industry Promotion
Law"; in 1973, South Korea enacted “Fostering Leasing Industry Law”, and its
implementation details was published in 1974; in 1982, South Korea conducted the
first revision on it and renamed it as “Leasing Industry Act”. Compared to its former
version, “Leasing Industry Act” involved the installment sales services, expanded the
financing channels for local currency, and added the content of the special rules
regarding the financial leasing registration. Its main purpose is to encourage the
introduction of foreign capital, and avoid the capital outflows. At the beginning of in
this century, Korea issued “Ship Investment Company Act” to encourage shipping
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companies and the other financial institutions to invest in new ships.
To sum up, the dispersal legislation mode and the uniform legislation mode have their
own advantages, respectively. Since our country is still a developing country, and is
also a large country in terms of shipping industry, both the development of ship
sale-leaseback financial leasing and the development of the relevant laws and
regulations are laggard. Therefore, as for the legislation mode of financial leasing in
China, we prefer the manner of France and South Korea, i.e. the uniform legislation mode.
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Chapter 4 Excel-based sale-leaseback proposal Analysis
4.1 Background of Ship Sale-leaseback Financial Decision
4.1.1 Market Background
Due to the influence of the financial tsunami in 2008, the world shipbuilding market
experienced a huge adjustment in past years. The whole industry was in recession.
Even in early 2012, the world shipbuilding market was still continuing the sluggish
movement which was started from the fourth quarter of 2008. Because of the severe
overcapacity in shipping market, it is still not clear the time when the market returns
to normal. However, for those well-capitalized large shipping companies, they can
select the sale-leaseback financing mode to address the problems of fund shortage and
high leverage ration.
For a shipping company which needs an urgent fund for business running,
sale-leaseback financial leasing allows it to obtain a large amount of money, and
reserve the use right at the same time. Although with respect to the current financing
system in china, the cost of sale-leaseback financial leasing is much higher than that
of bank mortgages and the other financing modes, such mode can counter the fund
shortage of the shipping company while maintaining its transport capacity. Besides,
since its liquidity is improved, the company can conduct another investment and
acquire more profits. Thus, ship sale-leaseback financial leasing has becoming a
increasingly popular financing manner among the lager scale shipping companies,
especially those large scale state-owned shipping companies.
4.1.2 Industry background
Because our country’s higher education lack of shipping accounting, shipping finance
professionals. When Shipping enterprises facing how to choose sale-leaseback offers
or facing comparison of sale-leaseback with other financing method, they do not
know how to choose, just focus on the surface figures, but ignores the substantial cost
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ratio evaluation. when facing of leasing company's offer, they do not know how to
counter-offer according to their own financial situation. In this paper, author
introduces three kinds of sale-leaseback evaluation models for shipping enterprise
financial professionals. Author Hopes it could be helpful for shipping enterprises to
choose their own financial decisions based on their financial situation.

4.2 Ship Sale-leaseback Financial Decision Methods overview
Ship financial decision and selection scheme Formulation of ship financing decision
and financing decision-making options are inseparable. Scientific and reasonable
financing decision must have an optimal financing program as a prerequisite.
Therefore, the importance of selecting the optimal financing package becomes more
prominent.
The common methods for financial leasing decision are the financing cost present
value method and discounted cash flow method (Zhang West, 2006; Lu Xin, 2009;
Harcourt, Inc., 2002). The method proposed by Gitman compares the NPV values
from different schemes, and select the scheme having a comparatively high NPV.
Besides the static financial analysis method, the real options method and the option
game method are also proposed. Harcourt reported the IRR method, which uses the
IRR as the reference of decision. The IRR in rental cash flow reflects the rate of
after-tax cost in lease contract. The financial leasing is chosen if the IRR is lower than
the loan interest rate, and vice verse. M.Ameziane Lasfer and Mario Levis (1998)
believe the lease interest rate, the return rate, the financial leverage, and the lease tax
are relevant for large companies; in contrast, for small companies the leasing decision
is affected by the improvement opportunity, instead of the lease tax and the leverage.
Microsoft excel is a convenient, easy learning method for shipping company do
sale-leaseback evaluation. Using financial functions is convenient for shipping
company to calculate above models.
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4.3 excel-based sale-leaseback model
4.3.1 Model l : Interest-Principal Model
Table 4-1 Interest-principal model
A

B

C

1

leasing interest
rate

I

2

financing amount

M

3

hire

A

4

service charge

F

5

prepaid hire

Y

6

residual value

C

7

net financing
amount

M-Y

8

income tax rate

R

D

E

F

9
hire

Repayment of
principal

Interest

Phase#

11

1

=$B$3

=B2*B1

=B11-C11

=B2

=B7

12

2

=$B$3

=E12*$B$1

=B12-C12

=E11-D11

=F11-D11

…

…

=$B$3

=E13*$B$1

=B13-C13

=E12-D12

=F12-D12

N

n

=$B$3

=E14*$B$1

=B14-C14

=E13-D13

=F13-D13

N+1

SUM

=SUM(B11:B14)

=SUM(C11:C14)

=SUM(D11:D14)

=SUM(E11:E14)

=SUM(F11:F14)

N+2

Balance

Actual interestprincipal

10

comprehensive cost rate 1=(C15+B4)/F15

Source: owner presentation

It is the most common indicator used in most shipping companies is the
sale-leaseback evaluation:
comprehensive cost rate=(∑interest + service charge)/∑actual interest-principal (4.1)
The formula did not consider the time value of money, the discount rate nor the
influence of final residual value on the whole financing income.
4.3.2 Model 2: Net Present Value Model
The Net Present Value (NPV) is the common measure for financial feasibility analysis.
The NPV of a shipping sale-leaseback refers to the sum of the present values of the
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individual cash flows during the leasing phase. Its formula is defined as:
n

NPV  
t 0

NCFt
(1  K )t
(4.2)

where, t ------time of the cash flow
K ------discount rate
NCFt ------net cash flow at time t
n------total number of periods
The above formula indicates key parameters to influence the NPV are the cash flow
and K and the opportunity cost of capital.
Note that, this model only considered the sum of net cash flow, but ignores the IRR
during the leasing period.
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Table 4-2 Net present value model

1
2
3
4
5
6
7
8
9
10
11
12

A
leasing interest
rate
financing amount
heir (1st phase)
heir
service charge
prepaid hire
residual value
net financing
amount
income tax rate
Discount rate
leasing period

B

C

D

E

F

G

H

Interest

Payment of
principal

Unpaid amount of
principal

After-tax interest

After-tax balance
cash flow

After-tax balance cash-flow
present value

=B2+D13
=E13+D14
=E14+D15
=E15+D16

=C13*(1-$B$9)
=C14*(1-$B$9)
=C15*(1-$B$10)
=C16*(1-$B$11)

=B12+D13+F13
=D14+F14
=D15+F15
=D16+F16+B17
Comprehensive
cost rate 2 :
=IRR(G15:G18)

=(D13+F13)/(1+$B$10)+B12
=G14/((1+$B$10)^2)
=G14/((1+$B$10)^i)
=G14/((1+$B$10)^n)

I
M
A1
A
F
Y
C
M-Y
R
T
n

13

Phase#

14
15
16
…
N

Delivery
1
2
…
n

Pre-tax cash
flow
=$B$8-$B$5
=-$B$4
=-$B$4
=-$B$4
=-$B$4

N+1

Redelivery

=-$B$7+$B$6

=-$B$2*$B$1
=E13*$B$1
=E14*$B$1
=E15*$B$1

=B13-C13
=B14-C14
=B15-C15
=B16-C16

N+2
Source: owner presentation
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NPV :
=SUM(H15:H18)

4.3.3 Model 3: IRR model
Firstly, Calculate net cash flow in every phase, than Use IRR model calculate
comprehensive cost rate 2 (As drawn in Table 4-2). In author’s opinion, this figure is
the most effectiveness figure to reflect the efficiency of capital use.

IRR of an

investment is the discount rate at which the net present value of costs (negative cash
flows) of the investment equals the net present value of the benefits (positive cash
flows) of the investment.
The internal rate of return follows from the net present value as a function of the rate
of return. At sale-leaseback, IRR is K, as a discount rate at which net cash flow at
redelivery is zero. lessor’s internal rate of return equals charterer’s internal rate of
cost.
n

NPV  
t 0

NCFt
(1  K )t
(4.3)

where, t ------ time of the cash flow
K -----discount rate
NCFt ------net cash flow at time t
n------total number of periods
It is very difficult to calculate IRR manually. It cost a lot of calculation. But using
excel function, it is very convenient to calculate.
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Chapter 5 Case analysis of how to choose sale-leaseback proposal
Nangjing Tanker Corporation (NJTC) wants to use sale-leaseback method to financing
capital. That means NJTC sales their ship to a leasing company. Leasing company
paid the ship price to NJTC, meanwhile NJTC bareboat charter the ship back. During
the leasing period, NJTC pays the hire (principal and interest) to the leasing company
and apply relevant insurance. At the end of leasing period, when NJTC pays residual
value, the leasing company will transfer ship’s ownership back to NJTC. The hire and
residual value equals the loan's principal and interest.
Table 5-1 Offers from three leasing company
Financial term

CMB

ICBC

MSFL

Loan date
Benchmark interest
rate
Leasing interest
floating ratio

2012-4-20

2012-4-20

2012-4-20

7.05%

7.05%

7.05%

5.00%

5.00%

10.00%

Easing interest rate

7.4025%

7.4025%

7.7550%

Year

Financing amount

8
Repayment
of
principal per quarter
pay in advance
￥421,519,500.00

8
Repayment
of
principal per quarter
pay in advance
￥420,000,000.00

Hire

￥16,107,712.51

Service charge rate
Service charge
Payment form

1.50%
￥6,322,792.50
Pay as lump sum on
loan date
￥21,075,975.00
5.00%
￥63,227,925.00
￥400,443,525.00

8
Repayment
of
principal per quarter
pay in advance
￥350,000,000.00
Pay ￥ 17480000 in
first payment ， hire
decline ￥926515 per
year
1.60%
￥5,600,000.00
Pay as lump sum on
loan date 下
￥17,486,656.22
5.00%
￥1.00
￥332,513,343.78

Hire payment form

prepaid rent/deposit
deposit rate
residual value
net financial amount

￥16,366,863.58

1%
￥4,200,000.00
Pay as lump sum on
loan date
￥20,000,000.00
5%
￥60,000,000.00
￥400,000,000.00

Source: Owner Presentation Base on Data From NJTC

5.1 how to choose the proposal when facing many offers
Use CMB company as an example, put data in model 1 bases on the offer
I = 7.4025% ;

M = 421519500;A = 16107712.51

F = 6322792.; Y = 21075975; C = 63227925; R = 33%.
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As the result that comprehensive cost 1 rate is 8.36% （As drawn in Table 5-2）.
As stated above, although the estimation model 1 is simple, but did not take into
account the efficiency of capital time. Use CMB company a as an example, put data in
model 2 base on the offer
I = 7.4025%; D = 421519500; A = 16107712.5;
Y = 21075975; C = 63227925; R = 33%; T = 10%; N = 8
As the result that comprehensive cost rate is 5.84%，total Net present value is
64566965.38.（As drawn in Table 5-3）
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Table 5-2 Using model 1 evaluate offer from CMB company
Phase#

Rent

Interest

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51

7,800,745.25
7,647,014.43
7,490,438.64
7,330,965.22
7,168,540.54
7,003,109.98
6,834,617.93
6,663,007.73
6,488,221.66
6,310,200.96
6,128,885.76
5,944,215.10
5,756,126.87
5,564,557.84
5,369,443.58
5,170,718.50
4,968,315.75
4,762,167.29
4,552,203.79
4,338,354.66
4,120,547.98
3,898,710.52
3,672,767.67
3,442,643.48
3,208,260.54
2,969,540.06

Repayment of
principal
8,306,967.26
8,460,698.08
8,617,273.87
8,776,747.29
8,939,171.97
9,104,602.53
9,273,094.58
9,444,704.78
9,619,490.85
9,797,511.55
9,978,826.75
10,163,497.41
10,351,585.64
10,543,154.67
10,738,268.93
10,936,994.01
11,139,396.76
11,345,545.22
11,555,508.72
11,769,357.85
11,987,164.53
12,209,001.99
12,434,944.84
12,665,069.03
12,899,451.97
13,138,172.45
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Balance
421,519,500.00
413,212,532.74
404,751,834.66
396,134,560.79
387,357,813.50
378,418,641.52
369,314,039.00
360,040,944.42
350,596,239.64
340,976,748.79
331,179,237.24
321,200,410.49
311,036,913.07
300,685,327.43
290,142,172.77
279,403,903.84
268,466,909.83
257,327,513.07
245,981,967.84
234,426,459.13
222,657,101.28
210,669,936.75
198,460,934.75
186,025,989.92
173,360,920.88
160,461,468.92

Actual
interest-principal
400,443,525.00
392,136,557.74
383,675,859.66
375,058,585.79
366,281,838.50
357,342,666.52
348,238,064.00
338,964,969.42
329,520,264.64
319,900,773.79
310,103,262.24
300,124,435.49
289,960,938.07
279,609,352.43
269,066,197.77
258,327,928.84
247,390,934.83
236,251,538.07
224,905,992.84
213,350,484.13
201,581,126.28
189,593,961.75
177,384,959.75
164,950,014.92
152,284,945.88
139,385,493.92

27
28
29
30
31
32
Sum

16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
16,107,712.51
515,446,800.32

2,726,401.76
2,478,763.87
2,226,543.14
1,969,654.75
1,708,012.32
1,441,527.87
157,155,225.44

13,381,310.75
147,323,296.46
126,247,321.46
13,628,948.64
133,941,985.71
112,866,010.71
13,881,169.37
120,313,037.07
99,237,062.07
14,138,057.76
106,431,867.70
85,355,892.70
14,399,700.19
92,293,809.95
71,217,834.95
14,666,184.64
77,894,109.76
56,818,134.76
358,291,574.88
8,492,008,128.90
7,817,576,928.90
Combined cost rate 8.36%
Financing amount–Payment of principal = Residual value 63,227,925.12

Source: Owner presentation based on date from NJTC
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Table 5-3 Using model 2 to evaluate CMB company’s counter-offer

Phase#

Pre-tax cash-flow

Interest

Payment of
principal

Delivery
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

394,120,732.50
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51

(7,800,745.25)
(7,647,014.43)
(7,490,438.64)
(7,330,965.22)
(7,168,540.54)
(7,003,109.98)
(6,834,617.93)
(6,663,007.73)
(6,488,221.66)
(6,310,200.96)
(6,128,885.76)
(5,944,215.10)
(5,756,126.87)
(5,564,557.84)
(5,369,443.58)
(5,170,718.50)
(4,968,315.75)
(4,762,167.29)
(4,552,203.79)
(4,338,354.66)
(4,120,547.98)
(3,898,710.52)
(3,672,767.67)

(8,306,967.26)
(8,460,698.08)
(8,617,273.87)
(8,776,747.29)
(8,939,171.97)
(9,104,602.53)
(9,273,094.58)
(9,444,704.78)
(9,619,490.85)
(9,797,511.55)
(9,978,826.75)
(10,163,497.41)
(10,351,585.64)
(10,543,154.67)
(10,738,268.93)
(10,936,994.01)
(11,139,396.76)
(11,345,545.22)
(11,555,508.72)
(11,769,357.85)
(11,987,164.53)
(12,209,001.99)
(12,434,944.84)

Unpaid amount of
principal

413,212,532.74
404,751,834.66
396,134,560.79
387,357,813.50
378,418,641.52
369,314,039.00
360,040,944.42
350,596,239.64
340,976,748.79
331,179,237.24
321,200,410.49
311,036,913.07
300,685,327.43
290,142,172.77
279,403,903.84
268,466,909.83
257,327,513.07
245,981,967.84
234,426,459.13
222,657,101.28
210,669,936.75
198,460,934.75
186,025,989.92
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After-tax interest

After-tax balance
cash flow

After-tax
balance
cash-flow
present value

(5,226,499.32)
(5,123,499.67)
(5,018,593.89)
(4,911,746.69)
(4,802,922.16)
(4,692,083.69)
(4,579,194.02)
(4,464,215.18)
(4,347,108.51)
(4,227,834.64)
(4,106,353.46)
(3,982,624.11)
(3,856,605.00)
(3,728,253.75)
(3,597,527.20)
(3,464,381.39)
(3,328,771.55)
(3,190,652.08)
(3,049,976.54)
(2,906,697.62)
(2,760,767.15)
(2,612,136.05)
(2,460,754.34)

380,587,265.92
(13,584,197.75)
(13,635,867.76)
(13,688,493.99)
(13,742,094.13)
(13,796,686.22)
(13,852,288.59)
(13,908,919.96)
(13,966,599.36)
(14,025,346.19)
(14,085,180.21)
(14,146,121.53)
(14,208,190.64)
(14,271,408.42)
(14,335,796.13)
(14,401,375.41)
(14,468,168.31)
(14,536,197.30)
(14,605,485.26)
(14,676,055.47)
(14,747,931.68)
(14,821,138.04)
(14,895,699.18)

380,917,350.47
(12,929,634.98)
(12,662,258.77)
(12,401,099.96)
(12,146,008.82)
(11,896,839.28)
(11,653,448.82)
(11,415,698.36)
(11,183,452.23)
(10,956,578.03)
(10,734,946.60)
(10,518,431.91)
(10,306,910.99)
(10,100,263.86)
(9,898,373.46)
(9,701,125.55)
(9,508,408.70)
(9,320,114.16)
(9,136,135.84)
(8,956,370.21)
(8,780,716.26)
(8,609,075.44)
(8,441,351.58)

24
25
26
27
28
29
30
31
32
Redelivery

-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
-16,107,712.51
(35,407,638.00)

(3,442,643.48)
(3,208,260.54)
(2,969,540.06)
(2,726,401.76)
(2,478,763.87)
(2,226,543.14)
(1,969,654.75)
(1,708,012.32)
(1,441,527.87)

(12,665,069.03)
(12,899,451.97)
(13,138,172.45)
(13,381,310.75)
(13,628,948.64)
(13,881,169.37)
(14,138,057.76)
(14,399,700.19)
(14,666,184.64)

173,360,920.88
160,461,468.92
147,323,296.46
133,941,985.71
120,313,037.07
106,431,867.70
92,293,809.95
77,894,109.76
63,227,925.12

(2,306,571.13)
(2,149,534.56)
(1,989,591.84)
(1,826,689.18)
(1,660,771.79)
(1,491,783.91)
(1,319,668.68)
(1,144,368.25)
(965,823.67)

(14,971,640.16)
(15,048,986.53)
(15,127,764.29)
(15,207,999.93)
(15,289,720.43)
(15,372,953.27)
(15,457,726.44)
(15,544,068.44)
(51,039,646.31)
5.84%

Source : owner presentation based on data from NJTC
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(8,277,450.86)
(8,117,281.72)
(7,960,754.83)
(7,807,783.03)
(7,658,281.28)
(7,512,166.60)
(7,369,358.01)
(7,229,776.52)
(23,160,288.43)
64,566,965.38

These two models are considering the time value of capital, the residual value and
business tax exemption, and some other factors. These methods comprehensively
analyze the cash flow every year. It is more scientific, and can be referenced. But
sometimes net present value can be even highly when IRR is low due to that financing
amount is highly or resident value is low. So, for the comprehensive consideration,
the comprehensive cost rate 2(IRR) more reasonable to evaluate capital’s time value
Listed below are calculated results of three leasing company base on the three models:
comprehensive cost
rate 1
comprehensive cost
rate 2
Net present value

CMB

ICBC

MSFL

8.36%

8.64%

8.10%

5.84%

3.45%

7.15%

64,566,965.38

59,776,474.40

66,653,661.40

Shipping enterprise choose sale-leaseback only under the situation that the company
has a deficiency of capital. So the financing amount is the first factor for consideration
when shipping company do sale-leaseback. In these three leasing companies’ offer,
the financing amount of ICBC is so less than company CMB and MSFL. it is difficult
to solve the shipping enterprise’s urgent funds problem. ICBC company's net
financing amount is the largest, and the comprehensive cost rate 2 (IRR) is far lower
than the MSFL company. So choose a company's solution is more reasonable.
In addition, shipping enterprises choose sale-leaseback will also considering some
other factors. Such as leasing company when to release money, whether require to
transfer ownership before leasing date. Company who Apply for sale-leaseback
always under the situation that need capital, so the faster the leasing company loan
money to shipping enterprise the more beneficial to shipping company. In order to
benefit to business, Many shipping companies choice to establish single ship branch
company in overseas, in this case port of registry ship is not in the company’s
operation city. It takes a long time to change ownership, so shipping enterprise should
try their best to negotiate with lease enterprise accept to changing ownership after
release capital.
5.2 how to counter offer for the leasing company’s offer
Facing the leasing companies’ offer, shipping enterprise can counter offer based on
their own conditions and demand. It is convenient for them calculate the cost rate
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under the conditions of counter-offer Through Solver in excel function.
Shipping enterprise can putting their own financing conditions based on their capital
condition in Solver. Use CMB company for example. under the period of financial
crisis, shipping enterprise facing capital deficiency. So, under the condition of decline
hire every year or release of deposit, or pay service charge by installment. In this way,
shipping enterprise pay less in the early years, pay more when market recovery in the
future, in the present market condition, it is more benefit for shipping enterprise.
Generally speaking, the pricing principle of leasing companies offer is
Financing amount=∑Payment + Residual value

(5.1)

This formula can be used planning solution model constraints, the following table.
Thus, using Solver to do the linear programming, Shipping companies can try to put
in to variable and objective base on what they want, evaluate that

whether the

comprehensive cost rate is achieve their demands. This method gives the shipping
companies a new financing options when they facing decision-making of financing
leasing. it is convenient for Shipping companies and leasing companies to counter
offer, which reflects the sale-leaseback’s advantages that payment flexible and
program can be designable and so on.
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Figure 5-1 Using Solver to implement fianncail feasiblity analysis
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Chapter 6 Conclusion
In this Chapter, we summarize the contributions of the work in this thesis and discuss
the possible directions for future work.

6.1 Contributions
Since the shipping market is sensitive to the economic cycle, the decline of freight
volume has become the leading indicator to reveal the deterioration of economy. To
cope with sudden changes in economic circumstances, shipping companies choose to
sell its ships and then lease the ships back, when they encounter the financial
difficulties. This manner is known as the ship sale-leaseback financial leasing. In this
way, the companies can not only obtain currency, improve the condition of capital
flow, and balance their fund between asset and liabilities, but also make the allocation
of shipping capacity more flexible to meet the requirement of market. Besides, the
ship sale-leaseback leasing is beneficial for the optimization of the capital structure.
The financial decision of ship sale-leaseback is a quite complicated systemic project
which requires both qualitative analysis and quantitative analysis. In this thesis, in the
view of the lessee, we elaborate the financial decision of ship sale-leaseback, compare
the development of ship financial leasing in China and oversea, analyze the factors
influencing the financial decision, and list the financial indicators closely relevant to
the decision. Afterwards, by using application cases, we conduct detailed analysis of
how to use Solver to do the financial feasibility analysis when facing ship
sale-leaseback counter-offer. Shipping companies can calculate the financial decision
indicators according to their financial conditions and requirement. Note that, as for the
indicators influencing the financial decision, it is necessary to consider their units to
be used, and guarantee that the units can match the calculation results, so as to
contribute the analysis on the results. Finally, we determine whether the financial
decision of the ship sale-leaseback based on the analysis result.
In this thesis, we not only describe how shipping companies should do to make
financial decision when facing more than one sale-leaseback schemes, but also use the
analysis of application cases to explain how the companies should change the terms of
offer and measure the cost rate according to their requirement.
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6.2 Recent developments
With the promulgation of “Provisional Regulation on Value Added Tax” on January 1st
2009, the valued added tax in China is converted from the original production type to
the consumption type. However, because it did not clearly state whether the leasing
activity was treated as selling, the regulation led to the potential risk that shipping
companies can not deduct the valued added tax. At that time, many shipping
companies stopped conducting financing in sale-leaseback form, even they
encountered financial strain.
Change took place in 2010. "State Administration of Taxation on the lessee to sell
assets related to acts of tax issues Notice” (State Administration of Taxation
Announcement No. 13 of 2010) issued in that year stipulated that the asset ownership
of the lessee, as well as the reward and all the risk relevant to the ownership were not
completely transferred. In this announcement, the selling of the assets and their
leasing back are considered as the same transaction. During the term of lease, the
portion of the lessee’s payment, which belongs to the financing interest, is not in the
scope of charge. It should be deducted as the enterprise financial expense before tax.
This regulation reduces the tax base of the lessee’s business income tax, which
contributes to the implementation of sale-leaseback for shipping companies. In short,
the introduction of the 13th announcement promotes the expansion of sale-leaseback
business.

6.3 Future work
First of all, due to the lack of the comprehensive indicator for decision marking, the
research on the methods of measurement for the relevant indicator is not perfect and
specific. This direction deserves further research.
Again, given the fact that the specialists on investment analysis are lacked in shipping
industry, it may benefit people to make a more in-depth analysis of the ship financial
leasing project, if the standard software of the evaluation on ship financial leasing is
introduced.
Besides, this thesis targets to propose an effective method for ship sale-leaseback
financial decision marking, but in practical, shipping enterprises are more likely to
find an optimal combination of multiple leasing forms. Thus, for those large shipping
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companies, they can employ the ship sale-leaseback financial leasing as the main
financing approach, and combine it with the other financing forms to seek a optimal
combination of ship financing.
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